The bane of real estate development and investment is finance. There is no iota of doubt that funding is the important factor in real estate development and investment. The complexity and to a large extent its capital intensive nature demands proper and adequate funding to make it realizable. The terms and availability of the needed funds determine the trend of estate operation. Availability of estate finance in sufficient quantity will definitely accelerate all forms of property development.
INTRODUCTION
Investment in real property may be either in the form of financial investment or "real" investment (the creation of new assets). Financial investment in real property involves acquiring land, buildings and similar estate assets in order to derive from them rents or other annual income. Investments of this kind do not differ greatly from other financial investments, such as the purchase of stocks or shares, and are comparatively simple to analyze in terms of yield on capital and easy to compare with the other opportunities that may exist for investment. Far more specialized than "financial investment" in property is "real investment' or the creation of new assets, which may be broadly identified with property development. Almost any works to a property or changes in the management or use of premises can have the effect of modifying its usefulness and income earning capacity and the term "development" may apply to the whole range of such innovations, however small. The Laws of Nigeria 1948 Cap 155 however enacted that development in relation to any land includes any building or rebuilding operations and any use of land or any building thereon for a purpose which is different from the purpose for which the land or building was last being used. Thus real property development involves mainly putting land into more profitable uses by the construction of new buildings, alteration of existing buildings to enhance efficiency in their present uses or to meet changing needs, tastes and demand.
Real property may be acquired by auction, by tender, by private treaty or by take-over bid, or by purchase through the operations of developers. Investment in real property can also take the form of "sale and lease-back". The principle here involves the outright sale of one's interest in a real property as a means of obtaining finance. The same property sold is then taken on leasehold basis by the seller. The method has the advantage to the seller in the sense that he can get enough funds for his project and at the same time secure occupation. He can also obtain higher fund than in a mortgage transaction. The purchaser on the other hand can also rely on the income negotiated as secured one. He can also negotiate for a higher rent and his capital is thus secured.
An alternative means for an owner-occupier or potential owner-occupier to raise capital for his investment in real property is to mortgage the property. This would create an indirect property investment for the mortgagee by way of a loan secured on the property.
Two further indirect methods of investing in property but where an equity type investment is created are through property bonds, and through shares in property companies. A property bond is a life assurance scheme similar to unit trust life assurance, but with the premiums and dividends linked to property instead of stocks and shares. As regards shares in property companies, these may be acquired by direct purchase of shares in individual companies on the Stock Exchange or by purchase of unit trusts that hold property shares, generally along with non-property shares in a broad portfolio.
Sources of Finance For Real Estate Development and Investments.
There are many sources of finance for real property investment. The sources of finance may be either internal or external. A source of finance is said to be internal when it is an internally generated fund in the form of estate income.
Rental incomes from properties are in this group. Sources of real estate finance external to the estate commodity include operator's equity capita, loan, consociate and adventitious wealth. Hines (1995) revealed that six major real estate financing methods are used across the world namely mortgage financing, unsecured institutional lending, joint venture equity and debt financing, saleleaseback financing, advance payment of key money, and sale of securities.
Traditional funding of real estate is either by equity funding (Equity funds), loan capital (Debt Funds) or a combination of both i.e. Debt Equity miasma funds. The well established and tested methods of funding real estate are as follows:
Equity capital Loan capital Mortgage lending Debenture Contractor financing (Omuojine, 1993) The traditional sources of real property finance in Nigeria have always been negotiated fairly long term loans from specialized mortgage financial institutions, housing corporations, insurance companies, civil servants housing scheme, commercial banks, personal savings of individuals and reinvestment of the proceeds from developed properties.
Traditionally real property development was based on equity funds.
Equity funds are funds wholly generated and owned by oneself and to which there are no lieu or attachment. The chief source of equity fund is savings and these savings arise out of that part of income of individuals or corporate organization.
Equity fund sources could be private or public. Private equity may be drawn from individual or corporate savings i.e. retained earnings, asset stripping for cash or revenue reserves of companies over a period of time and accumulated savings of individuals from employment and/or profit from business enterprises.
Other sources of private equity funds apart from savings include funds from family Sources, Friends, Isusu system and Thrift System. Public equity on the other hand, is derived from invitation extended to the public to subscribe to the equities/ownership of a real estate (property) company set up for that purpose. Some examples of this are capital issues, equity warrant issues, securitization and unitization. The funds so garnered are accordingly applied to:
Develop a portfolio of real property.
Execute a specific property development objective.
Create a pool of funds for discrete investment in varying investment targets or opportunities with the benefit of a clearly diversified portfolio and excellent risk mix. The high leverage of real estate deals is due to among others to the large capital requirement of real property projects. This is often difficult to raise and as such funded with debts. Academic and professional literature views this as virtue rather than the bane of real estate development project.
According to Beaton and Tevery (1977) leverage or trading on the equity is a basic financial concept which is employed in real estate. Investors in real estate seldom acquire for all cash or free and clear. They always borrow to complete a transaction.
Apart from the large capital requirement, the disproportionate debt character of real estate funding may be due to:
1. The dearth of equity funds (poor saving culture).
2. The previous low cost of debts (debt was cheap).
3. The fiscal prodding to borrow by making debt payment tax deductible.
4. The clumsy opportunity for mortgage (providing escapes for debtors).
The monetary incentive to borrow than save occasioned by a negatively skewed exchange volatility (Lawanson, 1997) .
Debt funds are often sourced through instruments issued by any of the following institutions or economic sectors:
1. Bank financial intermediaries. 2. Non-bank financial intermediaries. 3. Employers/Associations/Unions. 4. Others (largely informal). The bank financial intermediaries referred to as depository institutions i.e. commercial, merchant and mortgage banks, and non-bank financial institutions i.e. pension funds, insurance companies, finance houses etc which are non-depository institutions raise money through the instruments of deposits and investment notes and lend same through various risk asset creation vehicles.
Specialized Mortgage Financial Institutions
A mortgage financial institution is a corporate body established legally to provide mortgage finances or engage in mortgage financial transactions to the public. A mortgage financial institution can be a mortgage bank or any other financial organization or outfit directly involved in mortgage financial transactions. The federal Mortgage Bank of Nigeria (FMBN) and the numerous Primary Mortgage Institutions (PMIs) in Nigeria are examples of mortgage financial institutions.
The Federal Mortgage Bank Of Nigeria (FMBN)
The Federal Mortgage Bank of Nigeria Provides an important source of long-term finance for real estate development in the country.
The bank which was established in 1977 is a successor to the Nigerian Building Society (NBS) which was incorporated in December, 1956 . The establishment of the Bank in 1977 as a Federal government fully-owned bank under Decree No. 7 of 1977 followed the dissolution of the NBS, whole assets and liabilities were taken over by the federal Mortgage Bank of Nigeria. Falegan (1982) stated that the basic functions, among others, of the Federal Mortgage Bank of Nigeria which is assumed as the apex mortgage institution in the country are spelt out in the bill which established it in 1977, the most important of which are:
The provision of long-term credit facilities to mortgage institutions on the terms as may be determined by the Board in accordance with and terms designed to enable the mortgage institutions to grant comparable facilities to Nigeria individuals desiring to acquire houses of their own.
The encouragement and promotion of the development of mortgage institutions at state and national levels.
The supervision and control of the activities of mortgage institutions in Nigeria in accordance with such directive as may be given in that behalf by the Federal Government.
The provision of long-term credit facilities directly to Nigerian individuals at such rates and upon such terms as may be determined by the Board in accordance with the policy directed by the Federal Government.
The provision, with the approval of the Minister, at competitive commercial rates of interest, of credit facilities to commercial property developers, estate developers and developers of offices and other specialized types of buildings.
The Bank is also charged with the responsibility to invest in companies engaged in the manufacture and production of building materials, to furnish financial advice, provide technical assistance and to carry out mortgage financial activities for real property development and construction industries in Nigeria. Other functions of the apex mortgage institution include:
1. To develop a secondary mortgage market for housing finance to improve the liquidity of the system; 2. To act as a guarantor for loan stocks that may be floated by the PMIS; and 3. To manage the National Housing Fund.
There are many contributory factors responsible for the poor state of affairs as far as the performance of the National Housing Fund Scheme is concerned and they include:
1. The stringent terms and conditionality's for obtaining the National Housing Fund loans.
2. Improper documentation and processing of the NHF mortgage loan applications of the prospective borrowers by the Primary mortgage Institutions (PMIs).
Potential borrowers have no access to land due to the difficulties in obtaining legally recognized title document as security for mortgage lending and meeting other requirement of the Land use Act of 1978.
Use of block of existing mortgages as security requirement for the Primary Mortgage Institutions that want to apply for the National Housing Fund loans.
Lack of public awareness of the NHF scheme and its modus operandi.
Low income of workers who are contributors to NHF scheme.
High cost of building materials and construction which is not conducive to the growth of mortgage lending and less so for the affordability of the low and moderate income groups.
The Primary Mortgage Institutions (PMIs)
The Central Bank of Nigeria Revised Guidelines for Primary Mortgage Institutions effective from 1st September, 2001 gives the following definitions:-
A primary mortgage institution shall be construed as any company that is licensed to carryout mortgage business in Nigeria.
"1(iii) Mortgage business" (which by implication must mean primary mortgage business) shall include the following: A Primary Mortgage Institution is therefore a mortgage retail market and deals directly with the individual mortgagors. Primary mortgage transaction is therefore the first lending transaction between a mortgagee and a mortgagor.
The role of the PMIs in the implementation of NHF Scheme is mainly that of financial facilitators and includes:
1. Receipt of loan applications from contributors to the Fund to build, buy or improve residential houses.
2. Process such application and in turn apply to FMBN for approval and disbursements from the fund.
3. To disburse the loan amount on approval by FMBN as follows:
-In the case of an outright purchase of property, in lump sum;
-In the case of building under construction, improvement or restructuring on a schedule to be agreed with the PMI; all disbursements shall be made by crossed cheques, marked "Account Payee Only".
4. To monitor the purchase/construction process such as to ensure that funds are properly utilized and avert diversion;
To recover funds loaned to contributors and remit same to FMBN.
Most PMIs have been hamstrung in participating effectively in the implementation of the Scheme generally because the disbursement process, terms and conditions are presently cumbersome and tend to inhibit early approval and by extension disbursement.
Commercial Banks:
The commercial banks form an important source by which many investors get funds to finance real property projects. Commercial banks are money creating financial institutions that perform three major functions, namely acceptance of deposits, granting or loans and the operators of the payments and settlements mechanism.
Commercial banks obtain their funds from two main sources:
a.
Capital and Reserves -A bank's capital includes Debentures and capital stock, while the Reserves include undistributed profits and surplus. Debenture are long-term debt instruments or securities issued by banks in order to increase their capital. They represent debt not ownership; the debentures are specifically a subordinated debt. In the event of bank liquidation, debentures would be paid off only if and when all depositors had been paid in full. Hence, debenture bonds provide a cushion of protection for other creditors, just as the other capital accounts do.
Capital stock consists of one or more issues of preferred stocks and sometimes more than one class of common stock. Commercial banks traditionally have been financed by common stock only, of a single class. This is not only the simplest, it is also the most conservative capitalization possible. The surplus of a commercial bank results from the premium above per at which the stock is sold when the bank is organized, and the reinvested earnings which are transferred gradually to surplus.
In addition to the paid in surplus, a commercial bank has an earned surplus, resulting from the retention of earnings. Retained earnings are first accumulated in the Undistributed Profits Account, from which they are transferred, from time to time, to earned surplus. The undistributed profits differ from the surplus in that it is not considered to be a permanent part of capital. When dividends are paid, this account is reduced. Undistributed profits are essentially surplus reported for convenience under another name.
b. Deposits -A bank's deposits are the amounts that it owes to its customers. Most individuals whom the bank owe at any particular moment will be individuals who have brought some sort of mone to the bank. These money then belong to the bank which may use them in any way it wishes -as a basis for lending or for paying current expenses or as a pool of idle funds.
Bankers are eager to attract new deposits because of the addition to reserves and the increase in lending power that will result. Deposits provide the working capita -the stock -in -trade of banking. No commercial bank can really operate effectively and successfully without adequate deposits.
There are different types of deposits accounts facilities offered by commercial banks and these include:
1. Time Deposits 2. Savings Accounts Deposits 3. Demand Deposits or Current Account
Deposits. The structure of these deposits plays an important role in the operations of a commercial bank. For instance, the more the time deposits, the better the bank is placed to undertake term lending. Because bank deposits are generally and theoretically repayable on demand or at short notice, banks prefer to have their lending on correspondingly short-term. The need therefore, for commercial banks to maintain high liquidity ratio makes it necessary for them to lend mostly for short-term purposes.
Commercial banks not only have short-term preferences but price their mortgages beyond the socio-economic realities of the majority. Historically, the degree of involvement of these banks in mortgage finance responded more to the Central Bank Credit Guidelines than the portfolio advantages associated with mortgages.
That is why mortgages have continuously declined in their portfolios since housing was removed from the preferred sector in 1986.
Adegbenjo (2000) stated that banks and other financial institutions cannot grant very long-term credit facilities because of the nature of their operation, which places inhibiting factors on them in that regard. These factors include, among others the following:
1. The need to meet with the cash withdrawal needs of their customers/depositors at short notice.
2. Central Bank's regulation requiring them to maintain a stipulated ratio of their total deposits as cash reserve with it.
3. They are precluded from directly investing in real estate projects except for the purposes of running their own business or accommodating their staff.
For adequate liquidity purposes occasioned by the nature of their business, they can only offer shortterm loans and advances that attract high interest rates which is inconsistent with investing or funding long term projects like property acquisition and real estate development.
The fact that their mandate is mainly for funding trade and commerce, with more specialized financial agencies such as the Federal Mortgage bank of Nigeria and Primary Mortgage Institutions being more suitable for real estate and project financing.
Most commercial banks give loans for commercial property development and residential housing loan schemes. However, they are more interested in the commercial sector.
These loans are in the form of mortgage and housing loan schemes. For mortgage loan basis, bankers require security for their loans, usually on the properties themselves and occasionally, on the other assets of the mortgagors mainly to determine that the loans are self-liquidating, that is, there is a reasonably safe expectation that fund for repaying the loans would be available at the end of the terms.
Before a mortgage loan is given out for commercial development, thorough examinations of the authenticity of the projects and the personal characters of the borrowers, the feasibility of the sites and viability of the proposed projects at the particular sites would be made. The problems the banks encounter in making these loans available to people include defaulting by customers in terms of payments and on time too, and directing the loans outside the purpose that it is meant for.
However, the conditions laid down by the commercial banks for their loans are too stringent. The percentage of down payment required from the mortgagors have scared many people away from applying for mortgage loans. Again the interest rate chargeable on the capital borrowed make the potential real estate developers find it extremely very hard to borrow from the banks, and invariably this has created an acute shortage of capital to fiancé real property development. Again, the repayment programme which is often not fulfilled by the borrowers is one of the problems which curtail the capacity of the banks to grant further loans to intending mortgagors, and hence shortage of capital to finance real property developments.
Insurance Companies: An insurance company is one whose main business is in underwriting the risk faced by an individual, group or corporate organization.
The nature of insurance business is such that there is usually a time lag between the payment of premiums and the settlement of claims. Therefore, vast sums of money are accumulated in anticipation of future liabilities of policy holders.
Pending when these monies are needed to pay out claims, they are invested in different ways. The main sources of funds for insurance companies therefore are:
Premium from Life Insurance Business. Life insurance is further subdivided into ordinary life insurance business and Insured Pension business.
Premium from Non-Life Insurance business
Income form investments
Insurance companies make available conventional loans as well as mortgage loans on most types of properties.
The investment of an insurance company's funds when made available as loans in planned to meet future obligations of their policyholders. The life insurance policy-holders benefit immensely from building loans. Insurance companies generally tend to favour an investment with a fixed rate of interest; but they also find equityparticipation financing as an interesting mode of investing in commercial properties.
Life insurance companies by investing funds that flow to them from their many policy holders have become an important source of capital fund for the economy.
Insurance companies provide long-term funds for financing real estate investments.
Pension Funds: Pension funds as sources of financing real estate development are not yet well developed in Nigeria. Pension funds are significant providers of long-term finance for capital investments in developed societies. The income derived from such loan investment in accordance with the policy of the pension fund would be to cover the cost of servicing the funds and to meet the demand of the contributors when they retire.
Various large organizations operate some form of Pension Funds, for example the United African Company of Nigeria (UACN) Plc, NEPA. The scale of operation of some of the available pension funds in Nigeria is so small that at the moment, the investment functions of these pension funds are very minimal. Among the well established pension funds in Nigeria is the Nigeria Social Insurance Trust Fund (NSITF) established by Decree No. 73 of 1993. The main objective of the fund is to adopt a more comprehensive social security scheme for Nigeria private sector employees.
The scheme was established to replace the defunct National Provident Fund (NPF) which was established in 1961 as a compulsory pension scheme for non-pensionable public servants and employees in the private sector. The NSITF inherited the assets/liabilities of the NPF. The scheme is expected to improve the benefits payable to contributors.
Nigeria private sector employees are expected to contribute 2.5 percent of their respective gross monthly incomes to the NSITF. In addition, each employer of the private sector is expected to contribute 5 percent of the gross monthly emolument as a supplement to the employees contributions.
It is hoped that the NSITF will make available the idle funds mobilized from private sector employees and their employers for financing long-term real estate investments.
Contractor Financing:
The contractor financing is in the form of long-term capital provided by the contractor for the development or redevelopment of a piece of property.
This type of arrangement frequently arises when the owner of the property is not in a position to raise enough capital for the development or redevelopment of the property.
This type of finance is popularly used in most urban towns in the state such as Onitsha, Awka and Enugu. The property to be developed or redeveloped is usually strategically located in prime commercial and residential areas as to command very high value when developed.
The consideration normally given to the contractor for bringing his capital is that he will participate under an agreed basis in the sharing of income accruing form the property when fully developed over a specified number of years.
However, this method of real property fiancé has presented some problems in actual usage. Problems frequently, encountered range form the assessment of the extent of work to be performed by the contractor to things like costing of the work, appreciation in value of the property over the years, basis of sharing property income, responsibility for the various outgoings and management of the property.
REAL ESTATE DEVELOPMENT AND INVESTMENTS THROUGH THE CAPITAL MARKET
A financial market can be defined as simply a place or mechanism for the exchange of financial assets. These financial assets are sold for or bought with money. In contrast to goods and services, financial assets are not consumed. They are simply claims which holders can use at a future date to obtain consumable goods and services; but the holders must first of all dispose of them for money, before or at maturity of the financial assets in order to finance consumable goods.
The financial market is therefore described as an institutional arrangement that facilitates the mobilization of financial resources from the surplus units and the channeling of such funds to the deficit units, for productive investment and the generation of assets or securities in the process.
The financial market performs four major functions in any economy. They are:
Shifting funds from suppliers to users ii) Pricing securities iii) Liquefying securities and iv) Discounting the future and allocating funds and economic resources.
The commonest classification of financial markets draws a distinction between a money market and a capital market. The market for short term loans and securities i.e. those maturing in one year or less is called the money market. The capital market deals in long term debt instruments or equity shares.
It should be emphasized that there is no fine dividing line between these two markets. When the financial markets are efficient, funds flow freely and rapidly among its various sources and uses. As long as financial instruments remain substitutable for each other, changes in supply and demand in the money market have a spill over effect into the capital market.
The Capital Market: A capital market may be defined as a financial market in which lenders provide long-term funds in exchange for financial assets issued by borrowers or traded by holders of outstanding negotiable debt instruments., the capital market is regarded as the forum for the mobilization and allocation of medium and long term investible funds to numerous investment outlets.
The capital market is not a single entity. It is rather a network of specialized financial institutions that in various ways bring together suppliers and users of capitals. These institutions include Merchant banks, stock broking firms, issuing houses, venture capital companies, development finance companies, unit trusts, the central bank, the securities and exchange commission and the stock exchange. The capital market facilitates the mobilization of investible funds through the purchases and sales of securities. These instruments are mainly shares, stocks, debentures, bonds etc. These instruments also have different maturies and yields. Some can be either indefinite in maturity -equity or common stocks, or bear definite fixed, medium or long term maturity usually above five years e.g. bonds and debentures.
The securities offered in the capital market may therefore be classified into debt securities and equity (ownership) shares. The major debt securities in a typical capital market include corporate bonds, government bonds, and mortgages. The market for debt securities is largely institutional although individuals hold a minor proportion of all the different types of securities in the market. This is in contrast to equity market which is dominated by individual rather than institutional holders of shares.
The capital market can be classified into primary and secondary markets. The primary market provides the facility for raising new long-term finance while the secondary market provides a forum for sales and purchases of existing securities otherwise called second-hand securities. The major roles of the capital market are:
1)
It provides a means for raising long-term finance to assist governments and companies to execute their development projects, modernization and expansion;
2) It enables existing investors to sell their investments should they want to do so.
3) It provides a means for allocating the nation's real and financial resources between various industries and companies;
4)
It provides for the investment from the standpoint of individuals for the economy.
5) It is a measure of confidence in the economy and serves as an important barometer for the economy; 6) Through its pricing mechanism, it provides industrial management with some idea of the current cost of capital and this can be important in determining the level and rate of investment, and
7)
It can act as a reliable medium for broadening the ownership base from erstwhile family dominated firms.
The Stock Exchange:
The stock exchange is the pivot or the fulcrum around which the entire capital market operates. It is the market for the sale and purchase of securities (i.e. stock and shares) and a market where those individuals and institutions who have surplus funds in relation to their immediate requirements can employ them profitably, its major significance is that it is the machinery for the mobilization of a nation's resources for productive investment and economic development generally.
It is to be noted that securities traded openly at the Stock Exchange market must reflect the documentary evidence of ownership or evidence of entitlement to claim upon the assets of the issuing organization which may be corporate bodies, government or quasi-government agencies and business firms.
Functionally, the Nigerian Stock Exchange maintains discipline among the market operators and controls the operations of the market. Common Equity: These are equity shares which entitle holders as part owners of the business venture. As the common shareholding confers on investors' ownership privileges, they also enjoy collective and specific rights. The collective rights allow this category of investors to amend the articles and memorandum with the approval of the appropriate authority, to elect the directors of the company, to authorize the sale of fixed assets of the company, to enter into mergers, to change the amount of authorized common share with Securities and Exchange Commission approval and to authorize issuance of other securities.
Further, the specific rights of common share holders allow them to vote in the company's meetings, to sell their share certificates -their evidence of ownership, and in this manner, transfer their ownership interest to other persons. The common shareholders under this right can inspect the corporate books and have the right to share the residual assets of the corporation on dissolution.
In spite of all these rights and privileges of common shareholders, their position does not connote only goodies as they are fully subject to the risks of ownership, implying that the business may fail or earnings may dwindle to devastating level.
If profit is made, part of it is distributed to holders of share-certificates as dividends while the balance is reinvested in the business to enhance the value of ownership which is sometimes translated into increased number of shares by way of "bonus" or "scrip" shares for such owners. If loss is made, the holders get nothing and in extreme cases, may loose the money they invested in the business. However, the good aspect of this situation is that risks of equity ownership are limited to the inventor's stake or investible funds in the company. Common stock holding remains the best area of investment mainly by individuals investing in the capital market. They receive their income through dividends which are however not fixed and depend on the company's earnings for the period.
Preference Stocks: These are fixed income securities, holders of which have claims and rights ahead of common stock holders in terms of entitlement to incomes. They are said therefore to have a prior claim on assets in the event of liquidation. Also they exercise preferential position with regard to the earnings and assets of the company. However, the holders of these stocks are not entitled to vote and exercise the collective and specific right of common stock holders.
Bonds: This type of stock could be simply described as a long-term promissory note or debt instrument. The various types of bonds are:
(a) Debentures
These are long-term debt instruments secured only by the issuing company's earning power rather than by a pledge of any specific property. Therefore an investor buying the stock must have thoroughly analyzed, understood and have confidence in the corporation's earning power.
(b) Subordinated Debentures
These are unsecured bonds, holders of which receive a claim on the issuing company's assets that rank below holders of senior debt securities such as secured bonds, bank loans, etc, but have priority over common and preferred stock holders.
(c) Mortgage Bonds
These represent long term debt instrument, holders of which enjoy the security of the instruments being secured by a lien or legal right on specific assets of the company, especially plants and machinery.
(d) Convertible Bonds
These are long term debt instruments (securities) which the holder has the privilege of exchanging for a specific number of shares of common stock at his option.
(e) Income Bonds
They represent debt instruments which are mostly used to effect corporate reorganization and which earn specific interests for the holder only when the issuing company has sufficient earnings.
Federal Government Development Stock:
This type of stock is a long term debt instrument floated by the Federal Government for purposes of financing development projects within the economy. This category of debt instruments is highly secured being backed by the total assets of the Federal Government.
As a result of low risk attached to the instrument, they are not as attractive as other instruments which carry much higher interest returns to compensate for the high risk attached thereto.
In certain occasions, the government might even use location of the stock to mop up liquidity within the economy State and Local Government Development Stocks: State governments as well as local governments also do go to the capital market to source funds for their development projects. Usually, these long term debt instruments are backed by the Federal Government guarantee by virtue of its assets backing of the loan stock.
Benefits Derivable from the Capital Market: There are numerous benefits which accrue to investors in the capital market. These benefits make investments in the market very attractive and actually enhance the favorability of this market against some other areas of investments. These benefits include:
i) Safety of investment: The capital market is well organized and controlled by regulatory agencies to ensure safety of the investment of individuals in the market. Therefore, any investor venturing into the market is rest assured of safety of his/her investment by virtue of laid down rules. In line with the rules the price of shares are determined by the issuing house through analysis and presentation in a prospectus to the Securities and Exchange Commission who ratifies the price if convinced of its proper deduction based on performance of the company, demand and supply, general price level in the economy and activities of the stock brokers.
ii) Liquidity: The liquidity of investments made possible through the secondary market is another benefit enjoyed by investors in the market. This implies that equities are easily convertible into cash.
iii) Possibility of income and capital gains: Income gain is accruable to the investors in form of company declared dividends while the investor enjoys capital gain by means of bonus issues or through the relative appreciation of the market price per share which he/she can trade in. The investor can however make much profit from shares if he can monitor the market regularly and actualize income from the following key sources: 
Methods of Investing In Real Estate Through the Capital Market:
The capital market provides a forum for mobilizing long -term funds for real estate investments. The various vehicles/devices available in the capital market for funding real estate projects include property unit trusts, property bonds, loan stock and debenture stocks as well as purchase of shares in property companies.
Property Unit Trusts:
The purchase of units in a unit trust enables smaller investors to obtain the benefits of full portfolio diversification and specialist management without requiring the expertise and financial resources which would be necessary for such investment direct the Units issued by unit trust's are legal claims to a fractional part of the trusts total portfolio, enabling the investor to benefit from performance of the trust's portfolio as a whole.
The structure of a property unit trust is such that they will mobilize funds from different small time investors which they will invest in prime properties and projects and thereby spread the risks and uncertainty of profitability or viability problems over all the properties or projects within the portfolio. Property Unit Trust like company shares is evidenced by trust deed.
Property Unit Trusts are of two distinct categories, first Authorized Property Unit Trust (APUT) which are a means whereby the private investor can invest indirectly in commercial; industrial, agricultural or residential property, as well as in other propertyrelated assets including property company shares. Second, unauthorized (or unregulated) Property Unit trusts (UPUTS) which serve the investment needs of tax exempt institutions. Both types of trust provide an indirect way of investing in property and both follow the unit trust concept of being low-geared open ended funds, where the value of the units will closely reflect the value of the property assets held by the trust.
Property Bonds: Property bonds provide another method by which the general public can invest in commercial and industrial property. Property bond is a device for raising prime property investment finance from small investors (individuals or companies) who ordinarily cannot realize their investment dreams due to insufficient funds to buy prime property. The small investors will only buy a number of units in a fund which invests the money in first class properties, which have very great potential of capital growth, in different cities. Property bonds are mostly administered overseas by life assurance companies. Life assurance cover under regular premium schemes attract income tax relief, and capital gains on property bonds are tax free to investors.
Loan and Debenture Stocks: Long term credit paper or loan capital such as debenture stocks and loan bonds that can last for the life of a project or property company, or even for ever can be acquired by investors. Loan stock is a means of raising real estate development finance through the stock exchange market by the governments or their agencies. Debenture stock (Debentures) is more or less a loan stock which is issued by companies as against governments to raise money from willing members of the public Loan stock and debenture holders are long term stake-holders who are not necessarily shareholders of the company or partowners of the project and who are entitled to fixed interest on the debenture or loan stock holding and who must be paid whether the company or project declare profit or not. Loan and Debenture holders are normally paid the principal invested in the company or project though at a much longer future date.
Purchase of shares in Property Companies:
Real property investment can be achieved by acquiring shares in a property company whose assets are wholly or largely made up of estate. By this means, property management problems are avoided by the investor and his risks as spread over the whole range of property assets held by the company.
A property company, public quoted or private limited, may be a property trading or a property investment company. The company buys or constructs with a view to sell and its stock of properties is usually included I the balance sheet as a current asset. The first property company in Nigeria to be quoted on the Nigerian Stock Exchange is the UACN Property Development Company (UPDC) PLC.
The main features of a property company which would be considered by an investor would be:
-The quality of assets -The quality of management -Sources of income -Capital structure and financing
The price of property shares of public companies may fluctuate daily according to the operations of buyers and sellers on the Stock Exchange. Experts in such shares may be prepared to speculate on these short-term movements but the investor will normally be content to hold his shares on the basis of his judgment on the worth of the underlying property assets and of the management skill of the company concerned.
Securitization and Unitization
Securitization and Unitization are recommended panacea for restructuring and improving real estate investment funding through the capital market.
Securitization
Securitization has been defined by Godwin (1995) as the creation of tradeable paper interest in underlying assets like property as an alternative to direct ownership of the asset. Securitization entails the conversion of assets (illiquid assets i.e. bank loans) into readily tradeable financial assets i.e. securities. Securities are appropriate vehicle for the repackaging/restructure of risks assets into forms that are more liquid, divisible or unitisable, qualitative and market friendly. It is also an excellent pool for equities.
Securitization will open the world of commercial and mortgage properties to the investing public. This will allow property to be more actively traded, with increased turnover, income and investment pull. Securitization will help overcome the intrinsic negative perception of property as a poor, inefficient investment medium.
The property bonds and unit trusts are forms of securitization of real property investment funding which can be expanded through the creation of special purpose vehicle.
According to Lawanson (2000) , there are very significant advantages and benefits derivable from securitization, prominent among which are:
-Securitization enhances market efficiency -Securitization has changed the wooly perception of real property through its divisibility and tradability key elements of investment liquidity and attractiveness -Investors and providers of capital benefit from increased volume and variety of investment instruments -Securities are above management manipulation;
-Securitization provides good fees to placing agents i.e. dealers in mortgage stocks;
-It reduces the cost of lending by the financial intermediaries.
-Securitization aids risk diversification by way of good investment mix and stable returns. It also removes market (loans) funding mismatch inherent in continued money market (loans) funding of real property development;
-It hedges against the regional economic recession;
Besides, benefits also accrue to both the users of funds and the regulators, and some of these are:
-Cheaper borrowing cost due to the advantages of economies of scale;
- Introduce liquidity into the market to the benefit of all classes of investors (5) Open a wider range of property investment opportunities and enable an investor to spread risk through a tax neutral vehicle.
Unitization will require that a vehicle should be created to manage the process of marketing and managing its programme. In the advanced world particularly the UK it is usually done in one of these three ways:
(1) Establishment of a single Asset Property Company (SAPCO): This is a property company, the only difference being its restriction to the ownership of a single property/asset. By using the company status however it has a structure that enables the raising of debt and equity which will be familiar to the investment market. SAPCOs have the disadvantage of being subjected to double taxation, however careful structuring of the scheme can prevent tax liability payment falling on certain classes of investor. (2) Single Property Ownership Trust (SPOT): This in the UK, was the product of the Berkshire Committee. Where this structure is used, a building is unitized by trustees who acquire and hold the property on trust and for the benefit of the investors, who will be entitled to any profit derived from the asset in proportion to units held.
-The scheme does not allow for gearing -SPOT is a passive investment in terms of management as it adopts a trust rather than corporate style. -SPOT achieve tax transparency but there is a potential double charge regarding to capital gains.
(3) Property Income Certificate (PINC): It is a scheme whereby the landed property interests are separated from the financial and management interests but the PINC holders will receive equal rights to income, capital value and management rights as someone who purchase a direct interest in the building.
PINC consists of two components. Firstly an income certificate which gives the investor a direct share of income and capital growth. On the other hand there is an ordinary share in a listed management company created specifically for the unitized property to enable the investor to partake in management if they wish to do so. The two parts are not separable and are described as a composite security.
-PINC like the first two methods offer tradability and flexibility of part disposal -It enable the owner vendor retain part ownership of the subject property.
-Gearing can be incorporated into the scheme -PINC adopts a corporate style of management under the companies act.
FINANCE AS A CONSTRAINT TO REAL ESTATE DEVELOPMENT AND INVESTMENT IN NIGERIA
There are many constraints facing real estate development investment in Nigeria ranging from shortage of finance, institutional factors such as the effect of the Land use Decree and Rent control Edicts, shortage and high cost of building materials, manpower and management problems.
The most serious problem affecting the real estate investment market in Nigeria is scarcity of development funds.
Property development is a form of investment. Investment on the whole depends on the amount of savings available in any community. Saving as we all know arises out of that part of the income of individuals, government and companies which is not spent on consumption. Its importance in any economy lies in the fact that real investment e.g. estate development, i.e. the accumulation of capital goods depends largely on saving. Not all savings however are invested. Individuals often hold money in form of cash for precautionary, transactionary and speculative motives. Others find pleasure in hoarding money in floors, walls, roofs and occasionally ceilings etc. These types of savings are not necessarily or immediately put into real estate development.
Many factors determine the amount of savings in Nigeria. These factors include:
The level of total income in the country (ii)
The marginal propensity of every individual to save (iii)
The magnitude of the amount saved by business companies arising from their undistributed profits. (iv) Government positive policy to make a budget surplus and provide reasonably adequate saving facilities (v) Attitude of individuals or the nation or both to future needs as opposed to present needs. The operations of these factors amongst others tend to decrease or increase the size of Nigeria's national savings. Since saving equals investment, other things being equal, as savings increases so there is a relative increase in investment. Investment in property development really means handing over some of our own productive power by changing it into money for the production of capital goods such as dwelling houses, offices, ware houses and their infrastructure etc. Like savings many factors determine the volume of investment in any society. These factors include:
(i) The Marginal efficiency of capital (ii)
The cost of private investment which in itself depends on the actual physical cost of goods and services to be produced and the rate of interest with liquidity preference and the quantity of money available as its moderator. (iii)
Innate or acute fear of political and industrial instability in an economy. (iv) Government decision to invest money on production of capital goods. CONCLUSION Apart from the fact that equity funds are in short supply due to the poor saving culture in Nigeria, the financial institutions such as the commercial banks and insurance companies commit relatively small parts of their funds to property development. They are so selective in their chosen securities and their lending terms so prohibitive that only a negligent percentage of the population can benefit. It has also been observed that most of the loans given by the commercial banks are concentrated in the urban areas and only very insignificant few are for development in the non-urban areas.
In order to remedy the problem of shortage of finance for real estate investments, all the stake holders such as the government and its agencies, financial institutions, private and corporate investors have special roles to play. The Federal Mortgage Bank of Nigeria (FMBN) for instance should concentrate only on its wholesale functions and operate in the secondary mortgage market by providing mortgage banking services to the primary mortgage institutions (PMIs), housing finance and construction companies/associations in the country. This it will do by buying blocks of mortgage loans already granted by the primary mortgage institutions/ housing finance companies that are in the primary market.
The Federal Mortgage Bank of Nigeria should also be able to intervene directly in housing construction by providing finance to designated building construction companies, state housing corporations that meet the bank's conditions for development schemes and layouts for sale to the members of the public.
The Federal Housing Authority which at the moment limits its existing operations to housing constructions should also be allowed to have mortgage operations for its housing construction projects.
All state housing corporations should be given the authority to combine their existing function of housing construction with savings mobilization, loan origination and loan servicing. Such government owned housing corporations should be allowed to operate commercially instead of relying on government subsidy whose costs are socially, economically and commercially undesirable.
The most important instrument that can be used in mortgage market operations is issue of mortgagebacked securities. The real collateral for such securities is the repayment flow generated by the pool of mortgages which are placed in trust with a trustee. As an incentive for institutional investors, mortgage-backed securities can serve as eligible reservoir for insurance companies and pension funds, etc. Both the Nigerian Stock Exchange and the Nigerian Securities and Exchange Commission can serve as the institutional vehicles, with the market organized around brokers, investors and the unit trust promotions.
The government should encourage the financial institutions by allowing them to determine competitive lending rate for property development and by decontrolling rents so as to permit investors who borrow to build to earn sufficient income to repay their loans.
The amortization period of loans from mortgage banks and institutions should also be lengthened.
